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RECOMMENDATION FOR DISPOSITION

APPEARANCE: Ms Anne E. Larsen of Frank Edel man, Ltd. appeared on behalf of
the Grand Encanpnent of Kni ghts Tenpl ar.

SYNOPSIS: This proceeding raises the issue of whether 50% of the above
captioned real estate which is not leased to commercial tenants (hereinafter
referred to as "the portion in dispute") should be exenpt from 1993 real estate
taxes under 35 ILCS 205/19.7.% In relevant part, that provision exenpts the

following fromreal estate taxation:

All  property of institutions of public charity, al

property of beneficent and charitable organizations,
whet her incorporated in this or any other state of the
United States ... when such property is actually and
exclusively used for such charitable or beneficent

L In People ex rel Bracher v. Salvation Arny, 305 Ill. 545 (1922), the
[Ilinois Suprenme Court held that the issue of property tax exenption will depend
on the statutory provisions in force at the time for which the exenption is
cl ai ned. This applicant seeks exenption from 1993 real estate taxes.

Therefore, the applicable statutory provisions are those contained in the
Revenue Act of 1939 (35 ILCS 205/1 et seq).



purposes and not |eased or otherwise used with a view to
profit ...[.]

The controversy arises as foll ows:

On April 11, 1994, the Grand Encanpnent of Kni ghts Tenplar (hereinafter the
"Kni ghts" or the "applicant"), through counsel, filed a real estate exenption
conplaint with the Cook County Board of (Tax) Appeals (hereinafter the "Board").
Sai d conplaint alleged that the subject property was exenpt from taxation under
t hen-exi sting version of Section 19.7. The Board reviewed applicant's conpl ai nt
and thereafter recommended to the Departnment of Revenue (hereinafter the
"Departnent”) that "no action" be taken on the requested exenptions due to
"i nadequat e docunentation of exenpt use and what part of [the] building, if any,
is [in] exenpt use." (Dept. Goup Ex. No. 1.

On COctober 27, 1995, the Departnment accepted this recommendati on by issuing
a certificate finding that the subject parcel is not in exenpt ownership and not
primarily (note enphasis - 50% does not suggest primarily charitable use) used
for exenpt purposes.

Applicant filed a tinely request for hearing on Novenber 6, 1995. After
holding a pre-trial conference, the Admnistrative Law Judge conducted an
evidentiary hearing on September 6, 1996. Follow ng subm ssion of all evidence
and a careful review of the record, it is reconmended that the portion in

di spute not be exenpt fromreal estate tax for the 1993 assessnent year.

FINDINGS OF FACT:?

A Prelim nary Considerations and Description of the Subject Prem ses
1. The Departnent's jurisdiction over this matter and its position

therein, namely that the subject property is not owned by an exenpt organization

2, In order to facilitate better organization and pronote greater
clarity, | have divided the Findings of Fact into the follow ng categories:
Prelim nary Considerations and Description of the Subject Property (Findings 1
t hrough 5); Applicant's Organi zational and Menbership Structure (Findings 6
through 23); Applicant's Financial Structure (Findings 24 through 26); The
Kni ghts Tenpl ar Educational Foundation (Findings 27 through 44); The Knights
Tenpl ar Eye Foundation (Findings 45 through 55) and The Holy Land M ssion
(Fi ndi ngs 56 through 59).



and not primarily used for exenpt purposes, are established by the adm ssion
into evidence of Dept. G oup Ex. No. 1 and Dept. Ex. No. 2.

2. The subject property is located at 5097 North Elston Ave, Chicago,
IL. It is identified by Cook County Parcel Nunmbers 13-09-404-015 and 13-09-404-
041. Dept. Group Ex. No. 1.

3. The Knights assunmed ownership of the entire subject property,
approxi mately half of which is located on each of the aforenmenti oned Permanent
I ndex Numbers, via a trustee's deed dated August 22, 1991. Id; Applicant Ex.
No. 2.

4. The subject property is inproved with a 16,000 square foot building,
the totality of which is divided between a |lower (or basenent) |evel and three
upper-level floors. Applicant |eases all of the space |ocated on the second and
third (or upper level) floors to comercial tenants.® Dept. Goup Ex. No.l1;
Applicant Ex. No. 3; Applicant G oup Ex. No. 4; Tr. p. 13.

5. The Knights use all of the remaining space for their own purposes,
none of which are associated wth actual performnce of applicant's
organi zational rituals. Applicant does however, use all of the first floor space
to house its adm nistrative offices. It also enploys half of the basenent to
store file cabinets, desks, supplies, panphlets, etc. and divides usage of the
remaining half between library facilities and an area wherein the staff of
applicant's organi zati onal magazi ne performeditorial work. Tr. p. 13.

B. Applicant's Organizational and Menbership Structure

6. The Knights are an order of Christian Knighthood within the Masonic

fraternity. They were originally formed when a convention nmet to adopt and

ratify its initial Constitution in June of 1816. Applicant Ex. No. 15; Tr. p.

43.

3, In its brief at pp. 2 - 3, applicant concedes that this portion of
the building, which occupies 50% thereof, is not in exenpt use. Accordingly, I
shall devote any remmining Findings of Fact to information concerning

applicant's organizational and financial structure as well as its use of the
remai ni ng 50%



7. Appl i cant was subsequently incorporated by a special Act of Congress.
This Act, passed on February 4, 1904, created the Trustees of the G and
Encamprent of Knights Tenplar. Applicant Ex. No. 15.

8. The Knights have been exenpt from federal incone taxation under
Section 501(c)(10) of the Internal Revenue Code since Decenber 31, 1971.
Applicant G oup Ex. Nos. 6 and 7.

9. Applicant's current Constitution (hereinafter the "Constitution")
defines a Knight Tenplar as "a Mason upon whom the Orders of Red Cross, Knight
of Malta and Knight Tenplar have been conferred by any organi zation recognized
by the Grand Encanpnent as having authority to confer the sane.” Appl i cant
Group Ex. No. 6.

10. The Constitution further provides for a suprene governing body known
as the Gand Encanpnment and regional governing authorities known as G and
Commanderies. 1d.

11. The Gand Conmmanderies are authorized to fix the tinme at which
menmbers of its constituent Commanderies shall pay annual dues. They are also
enpowered to prescribe the penalty for non-paynment of sanme and fix the terns for
restoring the nmenberships of those so penalized. Id.

12. The Grand Conmanderies are, under terns of applicant's Constitution,
divided into smaller, |ocalized units known as Commanderies that are nade up "of
at least three Knights Tenplar, hailing from three separate Commanderies and
acting under lawful Warrant, or of nine or nore Knights Tenplar acting under a
| awf ul Di spensation or Charter." 1d.

13. Applicant's Constitution grants each Commandery the right to | evy and
coll ect such annual dues and per capita assessnments as it may deem necessary to

defray its expenses. The constitution further provides that:

No Commandery nmmy confer the Orders [of Knighthood] for a
less fee [sic] than Forty Dollars (40.00). This fee my
not be remtted directly or indirectly.

Id.



14. Applicant's statutes provide that only the following classes of

Masons are eligible to petition for knighthood:

A. Those who have attained the rank of WMuster Mison and
Royal Arch Mason, affiliated both in Lodge and Chapter;
or,

B An affiliated Master Mason who has petitioned a Chapter
of Royal Arch Masons for the Capitual ar Degrees; or,

C. A Royal and Select Mson who belongs to a Gand

Commandeer that inposes Cryptic Degrees as prerequisites
to Orders of Knighthood.

Id.

15. Those who petition for knighthood nmust also be firm believers in the
Christian religion, neet certain well-defined residency requirenments and possess
the physical ability to "conform to the cerenonies of the Order,"” or, obtain
wai ver by Dispensation from the G and Conmander in cases of physical inability
to performsanme. Id.

16. Candi dates who possess the above qualifications nust also submt a
petition that recites their nanme, birth date, residence, occupation and Masonic
qual i fications. The petition nmust also state that the candidate is a firm
believer in the Christian religion, has read the petition and signed sane. Id.

17. The petition nust also be signed by two nenbers of the Comrandeer
wherein the candidate is seeking knighthood, each of whom nust recomend
favorable action on the petition and vouch for the candidate's good noral
character and Masonic standing. Id.

18. After each petition is submtted, it may then be referred to a three-
menmber comm ttee that can personally interview the candidate if he is not known
to the nenbers of same. The committee then issues a witten report which may be
favorabl e or unfavorable to the petitioner's candi dacy. Id.

19. Only the fact of the report, and not its substance, are entered in

the mnutes of the Conmandery. Each nenber of sanme nust then vote on the



petition by secret ballot unless excused therefrom by the appropriate Commandary
official before balloting begins. 1d.

20. A candidate can not be elected to kni ghthood except upon a unani mous
vote of the Conmandery's nenbership. One who does not receive such unani nous
vote can not inquire into the reason for any blackball ballots or obtain
di scl osure thereof. 1Id.

21. Those elected to knighthood are subject to suspension or expulsion

for non-paynent of dues or other "un-Msonic" or "unknightly conduct.” Wile a
commandery official, known as the Enm nent Commmuander, is responsible for
supervising and determ ning whether a delinquent nmenber should be required to
remt dues because of illness, infirmty or financial inability, this sane
official my recommend against rem ssion if he sees fit. Id.

22. Shoul d the Em nent Commander mmke such a recommendati on, he nust then
undertake certain well-defined prelimnary steps, which include appointing an ad
hoc investigatory commttee that reports first to the Em nent Commander and then
to the Conmandery as a whole, before begining the conplex suspension process.*
Id.

23. Those suspended solely for non-paynent of dues may be restored to
menbership provided that they make witten application therefor and obtain
approval thereof via a mmjority vote of their Commandery. They nust also
sati sfy whatever paynment requirenments the Commandery may inpose, including full
or partial paynent of any dues in arrears. Id.

C. Applicant's Financial Structure
24. Applicant has no capital stock or sharehol ders. Its fiscal vyear

begins on July 1 and ends on July 30 of each cal endar year. Applicant G oup Ex.

No. 14.

4, For details about this process, which includes formal notice and

hearing requirenents, see Applicant Goup Ex. No. 6.

6



25. An audit for the three fiscal years ending June 30, 1994° establishes

that applicant received revenue fromthe follow ng sources during that tine:

SOURCE AMOUNT % OF TOTAL

G and Conmandery Dues $2, 415, 699. 00 52. 49%

Subor di nat e Conmandery Dues $ 39, 206. 00 <1%

Di spensati on Fees $ 100. 00 <1%

Interest and Di vidend | ncone $ 286, 730.00 6. 2%

Net (Loss) on Sale of Investnents $ (2,942.00) <1%

Ri t ual s Purchased

by Conmanderi es $ 21, 967. 00 <1%

Sale of Printed Materials

and Supplies $ 82,620.00 2%

Sal e of Data Processing

Servi ces and Supplies $ 140, 748.00 3%

Sal e of Public Relations |Items $ 27,532. 00 <1%

Magazi ne Subscri ptions $ 5,172.00 <1%

Sal e of Jewel s $ 59, 310. 00 1.3%

Post age Recovered $ 13, 419. 00 <1%

Net I nconme from | nvestnents

of Per manent Fund $ 103, 768.00 2.2%

Educati onal Foundati on -

Rei mbur sement of Pro-Rata

Expense of the G and

Encanpnment O fice $ 180, 000. 00 3.9%

5, These years which comenced July 1, 1991 and ended June 30, 1994,
ostensi bly cover the trienniumfor which applicant's external auditor, Dennis I.
Bl evit and Conpany, Ltd, performed its audit. For further information about the
procedures enpl oyed therein, see, Applicant Ex. No. 15.

®, All percentages shown in this section are approxi mations derived by
dividing the category of incone or expense (e.g. Gand Commandry Dues) by the
appropriate total. Thus, for exanple, $2,415,699.00/%4,605,505.00 = .524

(rounded) or approximately 52%



SOURCE AMOUNT % OF TOTAL

(Cont'd).

Bui | di ng Rent al $ 345,298.00 7.5%
Recei pts from Fund

Rai sing Activities $ 830,411.00 18%
M scel | aneous Receipts $ 56, 467. 00 1.2%
Tot al revenues $4, 605, 505. 00 100%

Applicant Ex. No. 15.

26. The audit further discloses that applicant's expenses for the sane

three-year period were as foll ows:

EXPENSE AMOUNT % OF TOTAL

Fraternal Costs’ $ 695,977.00 18%

Magazi ne Cost s® $1, 873, 462. 00 48%

EXPENSE AMOUNT % OF TOTAL

(Contd.)

Dat a Processing Cost s° $ 206, 717.00 5%

O fice Building Costs?' $ 300, 159. 00 8%

Admi ni strative Costs'! $ 690, 512.00 18%

& These costs were nostly attributable to various expense allowances
for the Grand Master and other Gand Encanpnent officials. Al so included

therein were various comrittee and ritual expenses, mleage and per diem
al | owmances, jewel repair and plague expenses and printing costs.

8, This group of expenses included salaries, printing, postage for
mai | i ng nmagazi nes and postage costs for returned nagazi nes.

9, These expenses were attributable to salaries, mai nt enance and
equi prent and supplies.

10 Expenses grouped in this category included water, gas, electricity,
waste renoval, building cleaning, building supplies, building mintenance and
repairs, buil ding insurance, r eal estate taxes, novi ng expenses and

m scel | aneous buil di ng expenses.

" This group of expenses included the follow ng: sal ari es; payroll
taxes; enployees' group nedical expenses; enployees pension contributions;
office premise rental; tel ephone; electricity; stationary and printing; postage;
shi pping supplies; equipnment; audit; fidelity bonds and insurance; genera

8



Ot her Cost s'? $ 27,529. 00 <1%

O fice and Data
Processi ng Equi prment

Pur chases Capitalized $ (12, 034.00) <1%
Depr eci ati on $ 74, 279. 00 2%
Tot al expenses $ 3, 856, 601. 00 100%

Id.
D. The Kni ghts Tenpl ar Educati onal Foundati on

27. The Knights Tenplar Educational Foundation of the G and Encanpnent of
Knights Tenplar of the United States (hereinafter the "KTEF" or the

"Foundation") dates to 1922, when it was created at the Gand Encanpnents

Triennial Conclave in New Ol eans, Louisiana. Its original purpose was (and
remai ns) making |l oans to "deserving students to secure an education.” Id; Tr.
p. 23.

28. Initial funding for the KTEF was provided by a $100, 000. 00 endownent

fromthe Knight's Permanent Fund. This endowrent was augnented by an assessnent
of $1.00 per nenber for a period of nine years, part of which constituted a
suppl ementary endownrent. The G and and Subordi nate Commanderies were to use the
remai ning part for |oans to deserving students. Applicant Ex. No. 15.

29. The Grand Encanmpnent subsequently increased KTEF assessnments to $9. 00
per nmenber. It also relinquished adm nistration of the KTEF to the respective
Grand and Subordi nate Conmandries, which then becane responsible for disbursing
funds under supervision of the G and Encanpnents Conmittee on the Educational
Foundation. 1d.

30. The Foundation has been exenpt from federal inconme taxation, under

Section 501(c)(3) of the Internal Revenue Code since February 17, 1976. It was

mai nt enance; general supplies; artwork; film slides and reference materials and
m scel | aneous.

12 These costs were attributable to five categories: contributions to
the George Washington Masonic Menorial Fund; Contributions to the Oder of
DeMol ay; Contributions to the Youth Organizations and |nvestnent Fees. For
details and specific anbunts on these costs and all the expenses detail ed above,
see, Applicant Ex. No. 15.



al so granted an exenption from paynent of Use and related taxes in the State of
Illinois on January 29, 1993. Applicant G oup Ex. No. 7; Applicant Ex. No. 8.

31. KTEF is currently admnistered by 50 regional divisions. The
headquarters for all 50 divisions are located in those areas of the portion in
di spute wherein applicant maintains its admnistrative offices. Tr. p. 21.

32. At the present tinme, KTEF l|oans are funded entirely by interest
i ncome. The Foundation derives this income fromthe interest it charges on | oans
repaynents and wuses a portion of these proceeds to fund sonme student
schol ar shi ps. Applicant Ex. No. 15

33. The Foundation established these scholarships "to enable and
encourage young nmen and young wonmen of outstanding ability and promse to
procure a college or post-graduate education no mtter what financial
ci rcunstances exist." Such schol arships are distinct from KTEF | oans because
the latter are awarded primarily on the basis of financial need. Applicant EXx.
No. 10.

34. The Foundation made 17 such awards during 1993. The aggregate
nonetary val ue of these awards was approximately $14,000.00 Tr. p. 27.

35. KTEF received approximately 5,000 |oan requests during 1993. It
granted nearly 478 of these requests. While the aggregate nonetary value of
t hese | oans was roughly $900, 000. 00, KTEF rejected sone applications for |ack of
assurances that the money would be repaid. It also received sone |oan
application withdrawals from people who discovered that they would have to pay
the noney back. Tr. pp. 24, 39.

36. KTEF does not meke |oans to freshman or sophonore undergraduates. It
does neverthel ess make loans to those pursuing vocational, technical or post-
graduat e education. Applicant Ex. Nos. 9 and 10.

37. Maxi mum | oan ampounts are $3,000.00 for one scholastic year or the
sane anount per year when two years are required. In any event, no one student

may borrow nore than $6, 000. 00 fromthe Foundati on. 1d.

10



38. Those seeking KTEF |oans nust submt witten applications to the
appropriate Division conmmittee, which is the one situated in the geographic area
wherein they reside. Each application nust be acconpanied by the personal
statenment of a guarantor as well as two personal and two instructor references.
Applicant Ex. Nos. 9 and 10.

39. The respective conmttees then review the applications they receive
and authorize |oans based on their appraisals of the candidates' character,

dependability and scholarship ability. 1d.

40. The KTEF charges 5% interest on all of the loans it mekes. Vi | e
interest does not start until the date of graduation or w thdrawal from the
educational institution being attended, all Foundation |oans nust be repaid

within four years of sane.®

41. Al loans nust be evidenced by a prom ssory note and repaid according
to the above ternms unless the student decides to continue his or her education
in graduate school . In this case, the Coormittee may, after making appropriate
review, allow the student to postpone paynent of the principal until after the
advanced degree is earned, provided that the student is devoting full tinme to
his or her graduate work. Applicant Ex. Nos. 9, 10 and 15.

42. An unspecified portion of those who receive KTEF |oans defaulted on
their commtnents. All of the local divisions are authorized to "exalt anything
within their power to collect the noney at their level” in the event of a
defaul t. If these initial efforts prove unsuccessful, the defaulted account is
referred to the Gand Encanpnment, which then seeks enforcement through a
col l ecti on agency. Tr. p. 40.

43. KTEF had the follow ng unaudited Statenent of Assets, Liabilities and

Fund Bal ance for the year ended Decenber 31, 1993:

13 The exact repaynment schedule is as follows: 10% of the |oan nust be

repaid wthin the first year, 20% within the second year, 30% within the third
year and 40% in the fourth year. Applicant Ex. Nos. 9 and 10.

11



Appl i cant
44.

the year ended Decenber 31,

A. Assets:
Cash $1, 091, 189. 00
| nvest ed Funds,
Savi ngs Accounts, Etc. $1, 940, 832.00
Kni ghts Tenpl ar
Schol ar shi p Account $ 177,744.00
St udent Loans
Qut st andi ng $5, 578, 876. 00
M scel | aneous
Asset s $ 1, 494. 00
Furniture and
Fi xt ures $ 11, 241. 00
Tot al Assets $8, 801, 376. 00
B. Liabilities:
Committee on the
Educati onal Foundation $ 15, 870. 00
O her Liabilities 181. 00
Total Liabilities $ 16, 051. 00
C. Fund Bal ances:
Recei ved from
Assessnent s $3, 612, 836. 00
Donat i ons $1, 189, 646. 00
Operating $3, 982, 843. 00
Tot al Fund Bal ances $8, 785, 325. 00
Total Liabilities
and Fund Bal ance $8, 801, 376. 00
Ex. No. 15
KTEF' S unaudited Statenment of Changes in Operating Fund Bal ances for

1993 was as foll ows:

A. Bal ance,

Begi ni ng of Year $3, 967, 619. 00
B. Additions:

I nterest on

St udent Loans $ 180, 630.00

I nterest on

| nvest ment s $ 135,751.00

O her $ 12, 240. 00
Tot al Fund Bal ance $ 328,621.00
C. Deducti ons:

Qperating Costs™ $ 175, 240.00

Charge- O fs of

Uncol | ecti bl e Loans $ 27,515. 00

Schol arship Grants $ 14, 300. 00

Due to the Commttee on

14

specific amounts and details,

These costs

i ncl uded sal ari es,

12

rents and unspecified

see, Applicant Ex. No. 15.

"ot her."

For



1d.

The Educati ona
Foundati on, 5% of

I nterest | ncone $ 1 5,6 818.00
Extra-Ordinary Loss $ 74, 963. 00
Unspeci fied O her $ 5, 561. 00
Tot al Deducti ons $ 313,397.00
Bal ance, End of Year $3, 982, 843. 00

E. The Kni ghts Tenpl ar Eye Foundati on

45,

The Knights Tenplar Eye Foundation, Inc. (hereinafter

t he

"Eye

Foundati on") was incorporated under the Corporation Law of the State of Maryl and

on March 1, 1956. Its Articles of Incorporation provide, 1iInter alia,

foll ows:

A. That its corporate purposes include but are not limted
to the following: (1) To use its funds for research,
treatment and hospitalization of those who suffer from
disease or injury to the eye, which, if left untreated,
mght result in blindness provided that adm ssion for
treatnment of such persons shall be wi thout regard to race,
color,creed, etc. and further provided that the treatnent
of patients for this purpose shall be free and limted to
persons wunable to pay, so that funds wll be used
exclusively for "charitable and scientific purposes
...[;]1" (2) To receive and maintain a fund or funds and
apply the income and principal thereof to pronote al
objectives and purposes of +the corporation, including
meking gifts and grants to other corporations or
associ ations operated for simliar purposes; (3) To
col | ect, receive and nmuintain a fund or funds by
subscription or otherwise and apply the incone and
pri nci pal thereof to the pronotion of the above purposes
and to wuse as a nmeans to those ends, r esear ch,
publication, the enploynent of experts and the and the
establi shnent and nmmi ntenance of commttees, offices, and
agenci es and other neans which, fromtime to time, shall
be deened advi sabl e and expedi ent.

B. That no part of the net earnings shall inure to the
pecuni ary benefit of any nmenber of the corporation or
i ndi vi dual connected therewth;

C. No substantial part of the corporation's activities
shal | be devoted to participating in or pronoting
political concerns;

D. The corporation shall have no capital stock;
E. The corporation's nenbership shall consist of a 13-
menber Board of Tr ust ees, which is responsible for
managi ng the corporation's daily business affairs, and
certain other nmenbers of the Grand Encanmpnent;

13
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F. The corporation shall have the followng officers:
Presi dent, Vice-President, Secretary, Treasurer and such
other officers as the Board of Trustees shall designates
and duly el ect;

G If the corporation should ever be dissolved, all of the
assets thereof shall first be used to pay or satisfy such
corporate debts as may be due and owing at the tinme of
di ssolution and then conveyed or distributed to such non-

profit religious, chari t abl e, scientific, literary or
educat i onal organi zati on(s) as the nenbers of t he
corporation shall, in their absolute discretion, deemfit.

Applicant Ex. No. 11.

46. The Eye Foundation has an advisory conmmttee that consists of several
prom nent ophthal nol ogists and eye surgeons who give of their time and
experi ence w thout conpensation. Most of its financing cones from nenbership
assessnents inposed on all Knights Tenplar. It also derives sonme funding from
contributions and nenorials in various denom nations. Applicant Group Ex. No.
12.

47 . Those who donate the sum of $1,000.00 becone nmenbers of the G and
Master's or Grand Commander's Clubs, while persons donating |esser anpunts can
becone patrons, associate patrons, benefactors or life sponsors.® 1Id.

48. 80% of all funds raised for the Eye Foundation goes to pay for
medi cal treatnent. The remaining 20% is divided equally between research grants
and admi ni strative costs. Tr. pp. 55 - 56.

49. Eye Foundation funds help to defray the <costs associated wth
surgeries or other treatnents for eye injuries or diseases that may cause
blindness if left untreated. During 1993, these funds provided assistance to
approxi mately 1,100 needy persons, none of whom were required to make any
repaynments. Id; Tr. p. 31.

50. The Eye Foundation also nade nearly $4 nmllion in case paynents

during 1993. These paynents funded the foll ow ng services:

5 For the specific contribution anpbunt requirenents and other related
details, see, Applicant Goup Ex. No. 12.
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A. Correction of strabismus (cross eyes) in children, which
it provides free of charge but limts to those who
denmonstrate that they are unable to pay;

B. Those parts of surgery and hospitalization costs not
covered by Medicare, provided that each bill does not
exceed the Eye Foundation's stated fee schedul e;

C. Any costs not covered by Medicare that are associated
with glasses, prostheses or contact |enses prescribed by a

doctor after surgery, provided that such costs do not
exceed the Foundation's stated fee schedul e.

Id.

51. Reci pients of Eye Foundation assistance are required to pay for
m scel | aneous tests. They are not, however, responsible for the actual cost of
surgery. Nor are they obligated to pay any surgical or hospital costs that
exceed the Eye Foundation's allowance, provided that they can not afford sane.
Id.

52. The Eye Foundation al so produces filns about various eye di seases and
surgeries. It also accepts applications for research grants which it reviews
with an advisory conmttee of ophthal nologists. Tr. pp. 31 - 33, 49.

53. The Eye Foundation received nearly 70 such applications, but funded
only 15, during 1993. Its total cost for these awards, which did not have to be
repai d, was approxi mately $300, 000. 00. Id.

54. The Eye Foundation's admnistrative offices are located in
Springfield, |IL. Those seeking assistance therefrom nust obtain sponsorship
froma Knight Tenplar. Id.

55. The sponsor is responsible for interviewwng the person seeking
assistance or his fanmly. He nust also conplete and submt all requisite
paperwor k® to the Foundation, which authorizes all applications for assistance.

Id.

16 For details about these forns, which include various applications,

surgical certificates and perm ssion slips, see, Applicant Ex. No. 12.

15



F. Holy Land M ssion

56. The Holy Land Mssion is a 10-day pilgrimage for Christian mnisters.
All of its funding cones from the Knights, who raise noney for the pilgrinmage
t hrough their Conmanderies. Applicant Goup Ex. No. 13; Tr. pp. 34 - 37; 43.

57. Applicant uses this nobney to cover costs of the mssion, which run
approxi mately $1,300.00 per mnister. These costs include round trip air fare
from New York to Israel as well as lodging and two neals (breakfast and di nner)
per day. Tr. pp. 35, 43 - 44.

58. A minister need not be a nenber of the Knights in order to go on the
pil grimge. He nust however be affiliated with a Christian mnistry and obtain
a recommendation from one of the Knights. Applicant Goup Ex. No. 13; Tr. pp.
34 - 37; 43.

59. The mnisters travel in two separate groups, each one consisting of
approxi mately 47 mnisters. During their pilgrinage, the mnisters visit
various sites throughout Israel including the Wiling Wall, Galilee and the Dead
Sea. Tr. pp. 35, 43.

CONCLUSIONS OF LAW:

On examnation of the record established this applicant has not
denmonstrated, by the presentation of testinmony or through exhibits or argunent,
evidence sufficient to warrant exenpting the portion in dispute from 1993 real
estate taxes. Accordi ngly, under the reasoning given below, the determ nation
by the Department that said portion, as well as all remaining parts of the
subj ect parcels, do not satisfy the requirenments for exenption set forth in 35
ILCS 205/19.7 should be affirnmed. In support thereof, | make the follow ng
concl usi ons:

Article IX, Section 6 of the Illinois Constitution of 1970 provides as

foll ows:

The CGeneral Assenbly by law may exenpt from taxation only
the property of the State, units of |ocal governnent and
school districts and property wused exclusively for
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agricultural and horticultural societies, and for school
religious, cenetery and charitabl e purposes.

The power of the General Assenbly granted by the Illinois Constitution
operates as a limt on the power of the CGeneral Assenbly to exenpt property from
t axati on. The General Assenbly may not broaden or enlarge the tax exenptions
permtted by the Constitution or grant exenptions other than those authorized by

the Constitution. Board of Certified Safety Professionals, Inc. v. Johnson

112 111.2d 542 (1986). Furthernmore, Article IX, Section 6 is not a self-
executing provision. Rather, it nerely grants authority to the General Assenbly
to confer tax exenptions within the limtations inposed by the Constitution.

Locust G ove Cenetery Association of Philo, Illinois v. Rose, 16 1l1.2d 132

(1959). Moreover, the General Assenbly is not constitutionally required to
exenpt any property from taxation and may place restrictions or limtations on

those exenptions it chooses to grant. Village of OGak Park v. Rosewell, 115 II1.

App. 3d 497 (1st Dist. 1983).

Pursuant to its Constitutional nandate, the General Assenbly enacted the
Revenue Act of 1939, 35 ILCS 205/1 et seq. The provisions of that statute that
govern disposition of the instant proceeding are found in Section 205/19.7 I'n

rel evant part, that provision exenpts the following fromreal estate taxation

Al property of institutions of public charity, all
property of beneficent and charitable organizations,
whet her incorporated in this or any other state of the
United States ... when such property is actually and
exclusively used or such charitable or beneficent purposes
and not |eased or otherwise used with a view to profit

0]

35 ILCS 205/19.7
It is well established in Illinois that a statute exenpting property from
taxation nust be strictly construed against exenption, with all facts construed

and debat abl e questions resolved in favor of taxation. People Ex Rel. Nordland

v. the Association of the Wnnebego Hone for the Aged, 40 Il1l.2d 91 (1968); Gas

Research Institute v. Departnent of Revenue, 154 [|Il. App.3d 430 (1st Dist.
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1987) . Based on these rules of construction, Illinois courts have placed the
burden of proof on the party seeking exenption, and have required such party to
prove, by clear and convincing evidence, that it falls within the appropriate

statutory exenption. | mmanuel Evangelical Lutheran Church of Springfield v.

Departnment of Revenue, 267 II1l. App. 3d 678 (4th Dist. 1994).

An analysis of whether this applicant has net its burden of proof begins
with sonme fundanmental principles: first, that the word "exclusively," when used
in Section 205/19.7 and other tax exenption statutes neans "the primary purpose
for which property is used and not any secondary or incidental purpose.” Gas

Research Institute v. Departnent of Revenue, 145 II1l. App.3d 430 (1st Dist.

1987); Pontiac Lodge No. 294, A F. and AM v. Departnent of Revenue, 243 111I.

App.3d 186 (4th Dist. 1993). Second, that "statements of the agents of an
institution and the wording of its governing docunents evidencing an intention

to [engage in exclusively charitable activity] do not relieve such an

institution of the burden of proving that ... [it] actually and factually
[engages in such activity]." Morton Tenple Association v. Departnent of
Revenue, 158 |IIl. App. 3d 794, 796 (3rd Dist. 1987), (hereinafter "MIA").
Therefore, "it is necessary to analyze the activities of the [applicant] in

order to determ ne whether it is a charitable organization as it purports to be
inits charter." 1d.

In order to apply the above criteria to the present case, | nust be
cogni zant of the fact that only the Knights thenselves are the applicant herein.
This consideration is critical because a portion of the follow ng analysis wll
denmonstrate that KTEF does not qualify as a "charitable institution.”
Mor eover, other parts of the ensuing discussion will denonstrate that the Eye
Foundati on and the Knights are separate legal entities, and, that the applicant
has failed to prove that the fornmer uses any part of the portion in dispute for

adm ni strative purposes. Therefore, | conclude that the threshold inquiry in
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this case is whether the Knights thenselves, and not the KTEF or the Eye
Foundation, qualify for exenpt status.

Resolving this inquiry requires that | first ascertain the applicant's
primary function. Applicant's Constitution describes a highly restrictive and
secretive selection process. In addition, the audit adnmtted as Applicant Ex.
No. 15 establishes that the Knights derive npost of their revenues from
menmbership dues and devote nearly all of their expenditures to internal
operations rather than charitable donations. Based on these consideration, |
conclude that the Knights, thenselves, are primarily a fraternal organization.
Therefore, any other activities which take place under its sponsorshinp,
i ncluding the Holy Land M ssion, nust be considered incidental to that purpose.

This conclusion is consistent with the |line of decisions wherein our courts
have discarded the notion that Masonry is an inherently charitable enterprise.

Pontiac Lodge No. 294 AF. and A M v. Departnent of Revenue, 243 111. App.3d

186 (4th Dist. 1993), citing People ex. rel Nelson v. Rockford Masonic Tenple

Bui |l di ng Association, 348 I1ll. 567 (1932); People ex. rel Thonpson v. Dixon
Masoni ¢ Lodge, 348 I111. 593 (1932).

These decisions, as well as MIA supra, have rejected this theory by
reasoning that Masonry is primarily a fraternal enterprise. As such, Masonic

endeavors are inherently designed for the primary benefit of fraternal nenbers
rather than the public at |arge. MIA, supra, at 797. Consequently, any
beneficient works attributable to such operations are incidental to the Masons'
non-exenpt primary function. Therefore, these works are legally insufficient to
satisfy the "public benefit" aspect of charity which our courts have |ong

recogni zed as being fundanental to this particular body of |aw

o For additional analysis of the econom c-based public benefit aspect,

see, Turnverein "Lincoln" v. Departnent of Revenue, 358 Ill. 135 (1934); Yal e
Club of Chicago v. Departnent of Revenue, 214 IIll. App.3d 468 (1st Dist. 1991);
DuPage County Board of Review v. Joint Conm ssion on Accreditation of Healthcare
Organi zations, 274 I11. App.3d 461 (2nd Dist. 1995). For further analysis as to
how this and other requirenments are used to determ ne charitable status (or |ack
thereof), see, discussion of Methodist Od People's Honme v. Korzen, 39 II1l.2d
149, 156 (1968) infra.
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In Methodist Od People's Hone v. Korzen, 39 Il1l.2d 149, 156 (1968),

(hereinafter "Korzen"), the Illinois Suprenme Court established the now well-
settled guidelines for determning "charitable" status under Section 205/19.7
and its predecessor provisions. These standards begin with the follow ng
definition of "charity," which the court used to analyze whether appellant's

senior citizen's hone was exenpt from property taxes under the Revenue Act of

19309:

a charity is a gift to be applied consistently wth
existing laws, for the benefit of an indefinite nunber of
persons, persuading them to an educational or religious
conviction, for their general welfare - or in some way
reduci ng the burdens of governnent.

39 Ill.2d at 157 (citing Crerar v. Wllians, 145 IIl. 625 (1893)).

The Korzen court al so observed that the following "distinctive
characteristics" are conmon to all charitable institutions:

1) they have no capital stock or sharehol ders;

2) they earn no profits or dividends, but rather, derive their funds
mainly from public and private charity and hold such funds in trust for the
obj ects and purposes expressed in their charters;

3) t hey dispense charity to all who need and apply for it;

4) they do not provide gain or profit in a private sense to any person

connected with it; and,

5) they do not appear to place obstacles of any character in the way of
those who need and would avail thenselves of the charitable benefits it
di spenses.

Id.
In Albion Ruritan Club v. Departnent of Revenue, 209 IIl. App.3d 914 (5th

Dist. 1991), (hereinafter "ARC'), the court held that an organization that
derived nmost of its revenues from nenbership dues and whi ch expended roughly 70%

of its gross receipts on building expenses, dues and district neetings did not
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qualify for exenption under the second and third prongs of the test articul ated

in Korzen. ARC at 919.

Here, the audit admtted as Applicant Goup Ex. No. 15 establishes that
this applicant obtains mpbst of its revenues from dues and other fees inposed on
its menbership. Said audit further establishes that while the Knights spend
only 8% of their gross receipts on building costs, they do not allocate any
appreci able portion of the remminder to charitable donations or other exenpt
activity. Rat her, applicant uses these nonies to fund its nmgazine and other
costs associated with its fraternal operations. Consequently, | conclude, as
did the ARC court, that this applicant's financial structure is inconsistent
with that of a "charitable institution"” described in parts tw and three of
Kor zen.

It also appears that the Knights' nenbership structure does not conformto

part five of the Korzen test, which requires proof that the applicant not
appear to place obstacles of any character in the way of those who need and
woul d avail thenselves of the charitable benefits it dispenses.™ As not ed
above, the Knights adhere to a very restrictive and secretive sel ection process
which culmnates in secret balloting and includes, anong other things,
sponsorship and Masonic qualification requirenents that effectively prohibit
menmbers of the general public from joining its order. More inportantly,
applicant's Constitution specifically provides that the $40.00 O der fee may not
be wai ved under any circunstances.

In light of these obstacles, and those evidenced by the provisions of

applicant's Statutes which establish a largely discretionary policy regarding

wai ver of delinquent dues, and al so, inpose repaynent requirenments on Knights

suspended for non-paynent of same, | find it factually inpossible for this
applicant's operations to fall wthin the criteria established in Korzen.
Therefore, for all the above-stated reasons, | conclude that the Knights
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thenselves are neither a "charitable institution" within the neaning of current
I[llinois |aw nor entitled to exenption under Section 205/19.7.

Applicant attenpts to alter the preceding conclusion by relying on its
exenption from federal inconme tax. \While this exenption provides evidence that
the Knights are organized for exenpt purposes, it does not establish that the
portion in dispute satisfied the statutory requirenent of being "actually and
exclusively wused for ... charitable or beneficent purposes” during 1993.
Mor eover, even though this exenption establishes that Knights are an exenpt
organi zation for purposes of the relevant Sections of the Internal Revenue Code,
these Sections neither preenpt Section 205/19.7 nor establish that this

applicant falls within the definition of "charitable institution” established in

Kor zen. Consequently, applicant's exenption from federal income tax is not
di spositive of the present nmatter. People ex rel County Collector v. Hopedal e
Medi cal Foundation, 46 1I11.2d 450 (1970).

The Knights also rely on Evangelical Hospitals Corporation v. Departnent of

Revenue, 233 Ill. App.3d 225 (2nd Dist. 1991), (hereinafter "EHC'). There, the
court sustained an exenption for part of a |leasehold that was actually used to
provide managenent and admnistrative services to the appellant's exenpt
affiliate. In making this holding, the court took great pains to |limt the
exenption to those portions of the |easehold which appellant had proven were
"reasonably necessary” to further its affiliate's efficient admnistration.
Thus, it held agai nst exenpting other portions of the |easehold which applicant
failed to prove were used for simliar purposes. EHC at 574 - 575.

The present case is factually simliar to EHC in that both the appellant
therein and the Knights herein are non-exenpt entities which argue that their
use of the real estate in question is "reasonably necessary” to further what
they allege are specifically identifiable exenpt purposes. Neverthel ess, it
must be renmenbered that the uses found to be exenpt in EHC were those that

furthered the work of appellant's exenpt affiliate. Thus, it appears that the
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logic contained therein is inapplicable to the present case unless applicant
proves both of the follow ng propositions by clear and convincing evidence:
first, that the KTEF and/or the Eye Foundation are exenpt entities under Korzen;
and second, that applicant's use of the portion in dispute is "reasonably
necessary" to ensure efficient admnistration of any exenpt activities these
entities my conduct.

KTEF does not qualify as an exenpt entity under Korzen because its
operations are nore akin to those of a commercial lender than a "charitable
institution."” This finding draws support from several sources, chief anong
which is the evidence establishing that KTEF does not nmmke loans to all who
apply for them Rather, it violates the fifth prong of Korzen by inposing
obstacl es that include an exacting application process.

This process violates the "gift" quality of charity alluded to in Crerar v.
WIllians, supra, because it contains guarantor and other repaynent assurance
requirements that are distinctly non-charitable. G ven that these and other
repaynment requirements caused KTEF to reject nearly 90% of the |oan applications
it received during 1993, | also fail to see how the Foundation "dispense[s]
charity to all who need and apply for it" as required by Korzen.

KTEF further requires that all |oans be evidenced by prom ssory notes. It
al so adheres to a very strict repaynent schedul e which exacts interest paynents
even if the student elects to pursue an advanced degree. Based on these
considerations, as well as the evidence establishing that KTEF enpowers its
divisions to "exalt anything within their power"” to collect delinquent |oans and
seeks enforcenment of sane through a collection agency if such efforts prove
unsuccessful, 1 conclude that the Foundation's operations, viewed in their

totality, do not conformto those of a "charitable institution."

18 | derived the 90% figure by first dividing the nunber of |oans
granted (478) by the nunber of applications received (5,6000). These cal cul ati ons
produced a rounded yield of .0946, which translates an approved | oan percentage
of approximately 10% | then subtracted that 10% from 100% to arrive at the
percentage of rejected | oan applications, which equals 90%
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One might seek to alter the preceding conclusion by arguing that the
schol arshi ps provide evidence of exenpt operations. However, the Foundation
awarded only 17 schol arshi ps during 1993. This anmpunt appears to constitute a
mere fraction of, and therefore be incidental to, the 478 |oans which the
Foundati on made in the sane year.

Addi ti onal evidence about the incidental nature of these schol arships and
their relationship to KTEF s | oan program can be found in the audit adnmtted as
Applicant Ex. No. 15. This docunent establishes that while 63% of KTEF s total
assets for the year under review® were attributable to outstanding student
| oans, only 2% of same?® were ascribed to its schol arship account.

The audit further discloses that 55% of the total additions to KTEF's fund
bal ance for 1993?' cane from interest on student | oans. Nevert hel ess, it also
indicates that the 4.6% of abatenents therefrom attributable to scholarship
grants® is less than the 8.8% of such deductions that KTEF incurred because of
uncol | ecti bl e student |oans.?®

Mat hemati cal percentages may not, 1ipso Tacto, establish that a given
program is incidental to another. Nonet hel ess, in cases |like the instant one,
where percentages establish a relationship between two prograns, and also,
indicate that financial considerations affecting KTEF scholarships are de
minimus vis-a-vis those pertaining to its l|oans, one can not escape the
conclusion that the former are incidental to the latter. Therefore, any
attenpts to establish KTEF s exenpt status by reference to its scholarship

program nust fail.

19, $5, 578, 876. 00/ $8, 801, 376. 00 = . 6339 (rounded) or 63%
2 $177,744.00/ 8, 801, 376. 00 = . 0202 (rounded) or 2%

2 $180, 630. 00/ $328, 621. 00 = .5496 (rounded) or 55%

2 $14, 300. 00/ $313, 397. 00 = . 0456 (rounded) or 4.6%

=, $27,515. 00/ 313,397 = .08779 (rounded) or 8.8%
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The above considerations make it alnost factually inpossible for the
portion in dispute, part of which houses KTEF' s headquarters, to be used in a
manner that would qualify for exenption under the "reasonably necessary"
standard articulated in EHC Therefore, the remaining analysis nust focus on
whet her any uses associated with the Eye Foundation satisfy that standard.

In maeking this analysis, it must be renmenbered that the Eye Foundation and
the Knights are separate and distinct corporate entities with very different
corporate purposes. One should also bear in mnd that the Eye Foundation is not
the applicant herein, and, that its corporate headquarters are located in
Springfield, IL. Under these circunstances then, it appears that applicant
neither has standing to raise the instant exenption conplaint on the Eye

Foundation's behalf (See, Hi ghland Park Wonen's Club v. Departnent of Revenue,

206 I1l. App.3d 447 (2nd Dist. 1991)) nor uses the portion in dispute to further
efficient adm nistration thereof.

The above deficiencies are intensified by the Knights' failure to introduce
any other evidence establishing what parts of the portion in dispute, if any,
are reserved for wuses that stem from applicant's association with the Eye
Foundat i on. As consequence thereof, applicant has failed to satisfy the
requirenment, inplicitly established in EHC, of proving that this affiliation
gives rise to a specifically identifiable exenpt use.

Part of the forgoing analysis mght be interpreted as assuning that the Eye
Foundation qualifies as a "charitable institution." However, this assunption
fails to recognize that the Eye Foundation funded only 15 of the 70 research
grant proposals which it received during 1993. Mire inmportantly, even though the
Eye Foundation does offer other financial assistance to those in need of surgery
or other treatments for eye disease, it does not nake these benefits avail able
to the general public. Rather, it restricts their obtainability to those who

procure sponsorship from a nmenber of applicant's order. For these reasons, |

25



concl ude the Eye Foundation does not "dispense charity to all who need and apply
for it" as required by Korzen.

Viewed in its totality, the preceding analysis denonstrates that applicant
is not a "charitable institution® within the neaning of Illinois |aw It
further establishes that the portion in dispute is not subject to exenption by
virtue of applicant's affiliations with KTEF or the Eye Foundation. Therefore,
the Departnment's decision denying this portion exenption from 1993 real estate
t axes shoul d be affirnmed.

WHEREFORE, for all the aforenentioned reasons, it is ny reconmendation that
all of Cook County Parcel Nunmbers 13-09-404-015 and 13-09-404-041 not be exenpt

fromreal estate taxes for the 1993 assessnment year

Dat e Alan |. Marcus,
Adm ni strative Law Judge
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